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Abstract

The influx of counterfeit vehicle spare parts in the local supply chains has reatlaarming rate, with
vehicle owners often being victim to dubious traders who sell them contrabandsthadgiise that the
spare parts are indeed genuine. In order to exhaust the magnitude of the probletudy aimed at
identifying the factors driving suppliers/dealers and consumers to trade cotedexfehicle spare parts
across the supply chain and examining the effects of trading counterfeitiete\spare parts on the supply
chain. A survey research design was employed to conduct the study which allowelkttimn of adequate
data from a sizeable population in a highly economical way. Multiple approsxtieding questionnaire,
interviews and documentary review were used to gather both primary and secondavhiclatanabled
researchers to do triangulation. Findings revealed that suppliers and customersundeiéeited vehicle
parts for a number of reasons including price affordability and inadequatenassr&his has resulted to a
various effects to the participant in the local supply chain such as accidightgeplacement costs and
damaged reputation.
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1. Introduction

Counterfeiting of all types is big business these days. In fact, the Federal Bfitagestigation in the
United States labels counterfeiting as the “Crime of the 21% century.” Since the counterfeiting is coupled
with piracy, the global counterfeit vehicle parts trade is now pegged at USEBAR jpér year according to
World Customs Organization in Interpol (Menzies, 2010). The counterfeiting businessdrmaged from
being largely localized operations into a highly profitable global busimigéissnass production, global sales
and complex global distribution networks. Counterfeited physical objects can be sabnost every
country and in virtually all sectors of the global economy (GS1, 2013).

Everyday millions of fake products are being produced and shipped around the world opetkasid
developing markets alike at an increasing rate, penetrating legitimate and secure sumplyf chsomobile
parts. Worse enough the non suspecting buyers who rush for cheap prices cannot distinguésh betwe
genuine and counterfeit goods (Mutalemwa, 2010). This drain on the global supply chadteromy is
significant and the long term implications of this illicit trade arerenous while at the same time consumers
are at risk from using unsafe products, governments and society are being robliehsfin tax, income
and jobs (GS1, 2013).

As the automobile industry has grown, a big share of the cake has been gralobedtbifeit spare
part dealers. As the number of cars on roads balloons, spare parts businesedsiaghcbecome lucrative
ranging from authorized dealers to quacks and vehicle parts. Dealers have sprouted like milk and bread shops
in various countries. Today, the influx of counterfeit automobile spare parts in tmacile industry has
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reached an all time high, with motorists often being victim to dubiousrsad® sell contrabands under the
guise that the spare parts are indeed genuine (Chepkwony, 2013).

Therefore, trading of counterfeited products across the supply chag@isws andexpanding prot#m
that hams consumers, industry, and gomments. I scope swgeds the need to understand and
respond to ti at the national and international levels. As pointed out by Heinonen and Wilson (2012)
many of its agects are idnified at the loal level and state policymakers siwalso address product
counefrfeiting mae locdly by understanding the specifictaee of the problem and the risks involved.

Statement of the Problem

The impact of product counterfeiting is @@ and far-reaching as it jeopradises public safety,
undermines legitimate business and harms national interests. It results imlibehaving less diversity in
product choice by decreagirincertives for industy innovation (Heinonen and Wilson, 2012). Mor
importart, it posesconsiderable bdth and safety risks but also harms indus8gme olvious examps
arelost reverue, market share and profitsThe Motor and Equipmer¥lanufacturers Aciation(MEMA)
cited edimaes suggging that “counterfeitingcosts the globl motor vehcle parts indusy $12 billion a
yearand $3billion in the United Statesalone (MEMA, 2009).

Companies ab incur intangibk costs, suchas damages to brand vlue or reputation resultinffom
poor-quality counterfeits. Theasts of product counterfeitingan also reduce inentives to innovate @
develop new products. Furthermore, couieieng strains govemment resources as it losesnsderable ax
revenue from thesde of counerfeit products while at theame tine, must allocate resoussto combat
product counterfeiting (USGAO, 2010). The G20 member countries have amatesti 3,000 deaths
annually due to counterfeit consumer goods. Not only that but also legitimate businessasmpest with
counterfeiters while brand owners and Intellectual Property Rights (IPR) holders face significant business
and financial risks (GS1, 2013). The motor vehicle parts industry (manufacturers who produce the parts and
components used to repair everything from passenger cars to over-the-road trucks) mave Hard by
counterfeiting in its global supply chains.

It is estimated that counterfeiting costs the global motor vehicle parts induptojexdted global losses
as high as US$45 billion by 2011. In addition to the other considerations listed above,febuntgor
vehicle parts pose serious safety risks to unsuspecting consumers. Counterfeitetnioterparts may not
meet safety standards and the criminals who produce these parts frequently use damigeimusyaterials
in production. As a result, these counterfeit parts which may look identical toygbedind name parts can
endanger the repair professional installing the part, the car or heavyutiktydtiver operating the vehicle
and all motorists travelling the same roads with these vehicles (MEMA, 2009).

Surprisingly, to a great extent the public view of counterfeit products isfahe ambiguity, it is often
seen as victimless crime, which of course is far from the truth. This iofaapreciation of the threat of
counterfeits actually encourages and supports its continued growth. As the busgresgnrg, the major
threats from counterfeits ranges from jeopardising safety, reduced marlegifionate business to reduced
government revenue (GS1, 2013). For these reasons global solutions are needed to addeesgonéngy
threats presented by this flourishing criminal activity. In essence, current supply ckaios firfor purpose
in terms of their ability to protect and detect counterfeit penetration into legitimate@ure supply chains.

Therefore, the study aimed at analysing the impact of trading counterfeited wgtaicteparts on the
performance of supply chain system with a focus in the domestic supply chain in theMdostipality in
the Kilimanjaro Region. In order to exhaust the aforementioned objective wdfgcthe specific research
objectives oriented towards identifying the factors driving suppliergideadnd consumers to trade
counterfeited vehicle spare parts across the supply chain and examining the effecim@fcounterfeited
vehicle spare parts on the supply chain players.
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2. Literature Review
Conceptual Definition
Counterfeit Products

Is an imitation, usually one that is made with the intent of fraudulentlyngagisoff as genuine.
Product counterfeiting and trade in counterfeit products, labels and packaging imaithtion of genuine
products that are marketed under brand names. Counterfeit auto parts are smitiitioe original parts
which replicated and marked in order to represent them as original parts thereby taeisieary buyer to
purchase the same believing to be originals (Chepkwony, 2013). Hence, counterfeited aufrartstivean
imitated goods which are to be installed in or upon a motor vehicle so as to replace cosnpbiieat
vehicle, including goods such as lubricants which are necessary for the use with the exception of fuel.

According to Fujitsu (2010) the most commeounterfeited automotive parts are brake shoes, brake
pads, steering linkages, air filters, spark plugs, wipers and car intedessacies. Safety is definitely
compromised with the low quality of such fakes. When substandard metals are used, for ¢Rampples
are most likely to succumb to shearing. Accidents have been reportedly caused dwhdakand even a
fake brake shoe made out of compressed grass.

Supply Chain

Is that network of organisations that are involved through upstream and downstikagedi in the
different processes and activities that produce value in the form of product aicéssar the hands of the
ultimate customer or consumer (Lysons, 2006he linkages in the supply chain represent the coordination
of supply chain processes and relationships. The upstream linkage means “against the current” and related to
the relationship between an enterprise and its suppliers and suppliers’ suppliers. On the other side,
downstream is “with the current” and relates to the relationship between the enterprise and its customers.
Hence, the supply chain system of the auto parts constitutes both the upstream and downstream linkages.

Figure 1: Legitimate Auto Parts Supply Chain
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Supplier M anufactur er Centre Warehouse Repair Vehicle
Distributor Facility Owner
Auto part Company
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International
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Source: MEMA (2009)

L egitimate and Counterfeit Auto Parts Supply Chains

The legitimate supply chain deals with managing supply and demand, sourcing rawsretelrigarts,
manufacturing and assembly, warehousing and inventory tracking, order entry and ardgyement,
distribution across all channels, and delivery to the customer. In order to understaodulntevfeit parts
end up on cars, trucks and commercial vehicles, it is important to understand the legtippy chain of

76



Quarterly Journal of Business Sudies

auto part which includes both original equipment channel, which includes theabrgjuipment vehicle
manufacturer and the subsequent replacement parts sales and/or repair througth egigipment
dealerships, or the aftermarket, which supplies parts and components which are addezpleced on
vehicles after they are already on the road.

As depicted in figure 1 above, the legitimate supply chain, the raw material and component suppliers are
responsible for the supply of these to the manufacturer. The manufacturen praduces finished parts
from raw materials and/or components then finished parts are moved to the distribution centre whege they ar
packaged and shipped to either the original equipment channel or to a warehouse odistibthe
aftermarket supply chain. The warehouse distributor may sell parts to retain chains, which ihtherpaet
to a repair facility, which may be independent or part of a car deglesstthe warehouse distributor may
sell directly to repair facilities. Also, parts may be sold direttiythe vehicle owner for div-yourself
repairs.

Figure 2: Counterfeited Auto Parts Supply Chain
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Movement of counterfeited vehicle parts in the supply chain

Source: Customised from MEMA (2009)

On the case of counterfeit auto parts, different players enter thiéoutistn supply chain and the
methods of entering the marketplace are diverse diverse and convoluted at times that legitimate partners
and the supplier may unwittingly sell unsafe, counterfeit parts to the endQmenrterfeit products are
produced by unauthorized supplierghese parts may appear identical to legitimate products in terms of
packaging, brandin@nd trademarks, but they have been produced without the original manufacturer’s
authorization and may disregard adherence to safety and quality standards (MEMA, 2009).

The identified unauthorised suppliers and manufacturers may have links to internationigrswaspl
subcontractors for production of legitimate parts. The journey of creatinguaptyisg the counterfeited
vehicle spare part can begin from the unauthorised international suppler or domestironsealit
manufacturer who produces the products and supply them to the warehouse distributargbr ahmaster
distributor. Also, parts from the master distributor may be soldwarahouse distributor or directly to the
parts store/retail chain, the repair facility or the end user/vehicle owner.eH#re supply chain has
multiple players with legitimate interest and financial resources toresrtbat the products reach the
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domestic markets and consumers. This in return affects the performance of the supplihrchagh
penetrating sub standard products at cheaper prices which affects customersngellidfeats fair trade
practices and the government does not get revenue through taxation.

Effects of Trading Counterfeited Auto Parts

The use of latest manufacturing and printing technologies, counterfeiters ate afdé&ch paints and
print boxes, labels and security codes that mimic those on the genuine products. Maakefakeetectable
to the average technician or shop owner and the products penetrates the autestpartsodi channel
without being notice leading to major problems to the ultimate customiee supply chain. Notable effects
include the following:

Limited I nnovations and Growth

Innovation has long been recognised as a main driver of economic growth and innowdbotstpeir
ideas through patents, copyrights and trademarks. Hence, counterfeiting undermifarttheféhnovators,
the incentive to develop new ideas and products is reduced and thereby weakening the inmocatssn
which is critical for the success of the auto parts business and the supply chain in(@&@Eal 2007).

Lossof Market Share

A survey carried out by Toyota Kenya in June 2011 indicated that 8 out of 10 veithescountry
have at least one fake spare part. The survey was carried out at the firms ¢eafgneddad across the
country, on vehicles brought in for service within the company. Over 80 percent a@&Tmrts in Kenya
were found to be counterfeit and this has eaten into its market share &ang putorists at risk in the
country (Chepkwony, 2013).

Tax Revenues

Tax collection is presumed to be far more effective from rights holdershaidicensees than from
counterfeiters. Potential losses include corporate income taxes, sales®radded taxes, excise taxes,
import tariffs and social insurance charges (OECD, 2007).

Road Accidents

Many documented vehicle "accidents" have been caused by counterfeit partsl. &ghilelbogus
spark plugs and other engine parts have merely caused aggravating failuresaktbvians, poorly
constructed brake and suspension parts have resulted in many deaths (Fujitsu, 80ft)eAof deaths in
Saudi Arabia were attributed to the use of counterfeit brake pads made of compresededhigs. In
Nigeria, brake shoe linings made from compressed grass burst into flames when the brakes egre appli

Low Consumer Utility

The satisfaction that consumers derive from a product is based in large meatheejoality of the
products and/or its performance, taking the price paid for the product into addthen the quality and/or
performance of a counterfeit product is inferior to a genuine product, consuntgiisutiecidedly lower for
those individuals who pay full price, believing the product that they have pattliegenuine (OECD,
2007).

Damaged Brand Value and Firm Reputation:

Counterfeit products may damage the brand image and reputation of firms over time tdrmejns
those consumers who believed they were buying a genuine vehicle spare parts when in fact it was a fake, will
be likely to blame the manufacturer of the genuine product if the fake does not work.

3. Methodology

A survey research design was employed to conduct the study which allowed theocotiéctilequate
data from a sizeable population in a highly economical way. The design wasgibte fin data collection
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as multiple methods were used to collect data from Suppliers, Drivers and Garage {Owated in Moshi
Municipality. Moshi Municipality is the Kilimanjaro Regional Headquartersated under the Southern
slopes of Mt. Kilimanjaro which lies approximately 3°18 south of Equator and 37°2@fe@seenwich.
Purposive and simple random sampling techniques were used to pick a sample of 60 respondesrts who w
the stakeholders in the automotive parts and components including dealers of auto parts/ autbeshops
mechanics from different local garage, drivers and transport officers fromediffarstitutions. Multiple
approaches including questionnaire, interviews and documentary review were used tbajhtipeimary

and secondary data which enabled researchers to do triangulation. Data were analygédabplying
qualitative techniques that involved the use of interpretive approach while quantiégghniques involved
utilisation of descriptive statistics.

4. Resultsand Discussion
Factors Driving Supplier¥Dealersand Consumersto Trade Counterfeited Auto Parts

Counterfeiting of vehicle spare parts has earned a global reputationhelierteers of the supply chain
are highly involved knowingly or unknowingly. Through conducting a survey the stuay atrestablishing
the factors driving suppliers to sell while customers to buy counterfeited autoREststs are presented in
Table 1 below:

Table 1. Factorsfor trading counterfeited auto parts

Attributes Value Frequency (n=60)  Percentage (%)
Strongly Agree 13 21.7
Customers cannot afford t Agree 40 66.7
purchase genuine auto Neutral 1 1.7
parts Disagree 5 8.3
Strongly Disagree 1 1.7
Strongly Agree 25 41.7
Counterfeited parts hav Agree 30 50.0
greater demand fror Neutral 2 3.3
customers Disagree 2 3.3
Strongly Disagree 1 1.7
Strongly Agree 1 1.7
Genuine parts are n¢ Agree 19 317
available in the market Neutral 5 8.3
Disagree 31 51.7
Strongly Disagree 4 6.7

Customers Cannot Afford To Purchase Genuine Auto Parts

Experience shows that most of the customers purchase counterfeits because obnids. @@uring
data collection respondents were asked rank their opinion on the ability of the castop@ichase genuine
vehicle spare parts and responses indicate that 13 respondents representing 21.7%agtendlyat
customers cannot buy original or genuine products because of higher price abdoetp while 40
respondents representing 66.7% also agreed.

Respondents pointed out that price affordability is the major factor dtiverg to buy such products to
suit their current needs regardless of the future implications. When interviewedosdahem even went
further to argue that since the products are easily affordable they can bupuaterfeitel vehicle spare
parts once the previous fails.
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The findings coincide with those of Chepkwony (2013) who found out that customers bought
counterfeited vehicle spare parts because it's all they can afford as they are aprgntheome in different
colours, sizes and styles. On the other side 8.3% disagree and 1.7% stronghe disatgprice is the major
factor driving customers to purchase counterfeited parts. These respondents pointet oustomers
purchase such items because they are easily available in market. However, reseéedheus this reason
because a quick observation into the vehicle spare parts shops showed that genuine products are available too
in the display shelves. Hence, results reflect that higher prices of genoihetgrwhich customers cannot
afford to pay is one of the reasons that make business people to resort on the doboseniess of
automotive parts and components.

Counterfeited Auto Parts Have Greater Demand from Customers

The rule of thumb is without demand for counterfeited vehicle spare parts theid ave not been
supply of such product across the supply chain. Nonetheless, in order to detedaimarid for counterfeits
is one among the driving factors, the study obtained respondents opinions and resuls ihdicab
respondents (41.7%) strongly agreed and 30 respondents (50%) agree that dovekécfei spare parts
have greater demand from customers which highly influence its supply across thsufgasl chain in
Moshi Municipality. The findings supports those of Rottoh (2011) who found out doatesfeiters will
always continue manufacturing and importing counterfeited parts irrespective of tharipljehtions as
long as there is demand in the market and recommends that this menace andeitmgnthould be
eliminated by all means. Presence of demand at the end of the supply chain influesrcparttipant into
the chain to import counterfeits from unauthorised foreign suppliers or mamefatte counterfeits
domestically in order to suffice the local demand and earn revenue for themsbkberesdore, availability of
demand for counterfeited vehicle spare parts in the local markets is a pull fhatoinfluences
manufacturers, suppliers, distributors and retailers to push the products across the locahaimppl

Genuine Spare Parts Are Not Available In the Market

As a result of customers low awareness of intellectual property rights (Ghesig 2011) most
customers ask for counterfeits from the retailers. Hence, retailers ussmploitunity to orient customers
with cheap and fake products which in return makes the genuine auto parts no &ilaideaw the local
distribution channels. Findings from Table 1 indicate that 19 respondents (31.7/#&) algatsupplier’s
trade counterfeited vehicle spare parts or fake spare parts because genuine am@dwttavailable in the
market while 5 respondents (8.3%) had neutral opinion. Those who agreed arguedahet alb genuine
vehicle parts in the market influence customers to be oriented with counterfeits.

However, the majority of respondents (35) representing 51.7%disagreedattiat) tof counterfeited
spare parts is due to unavailability of genuine spare parts in the market. €hesedents were of the
opinion that genuine vehicle spare parts are plenty available in the legitimatesuppdy chains but
customers themselves prefer counterfeits because they are cheap and eatily aRaisearchers also were
shown local retailing shops selling genuine parts and only few customers were thereneubtbertside the
retailers selling counterfeits had a good number of customers. Therefore, regardiegsihisit was agreed
that suppliers and customers highly trade counterfeits because of otheis rbasat unavailability of
genuine auto parts in the legitimate supply chain.

The Effects of Trading Counterfeited Auto Partson the Supply Chain Players

While globalization has resulted in the lowering of international barriers, it Isascatated new
opportunities for illegal trade of trading counterfeited vehicle spare pamssatihe international and
domestic supply chains. This has resulted to various effects to the users of such produetsentine
customers at the end of the local supply chain and the study found the following @dfesented in Figure
3) as highlighted by respondents:
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Figure 3: Effectsof Trading Counterfeited Auto Partsin the Supply Chain
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Findings show that 45 respondents (75%) agreed and 12 respondents (20%) strongly agreed that
consumption of counterfeited vehicle parts results into higher rework epldcement costs. It was
established that vehicle owners who had used counterfeited spare parts (knawingtknowingly)
complained a lot about the performance of such products in terms of replacing thewfteroresulting into
higher replacement costs. Also, it was revealed that fixing counterfeitedevphit$ into vehicles resulted
into breakdown of the major parts of the vehicles such as engine, geanddkeabraking system. All
respondents had a positive response whereby 21 respondents (35%) strongly agréeel tisat of
counterfeited spare parts in vehicles can results to breakage of major critisabfpdine vehicles 39
respondents (65%) agreed. Respondents pointed out that those who have used counterfepikadyspar
brake pads, brake shoes and filters had an experience of problems with critical ffeatgatficles such as
engine, gear box and braking systems. Hence, the use of such fake products endangerseing wethe
vehicle and the safety of the ones using the vehicle as well as other road users.

Furthermore, result show that 28 respondents (47%) strongly agreed and 30 resgbaéientgreed
that counterfeited vehicle spares can cause accidents when fixed to motor vehiclegdiige ére in line
with those of Fujitsu (2010) who found out that a number of accidents have occumestsult of fixing
counterfeits. A number of deaths in Saudi Arabia have attributed to the use of caumakéepads made of
compressed wood chips. In Nigeria, brake shoe linings made from compressed grasollastaatwhen
the brakes were applied. Some of the local experts pointed out that counterfeitectpare substandard
and not strong enough for use in the long distance travel. For example, spares like brake paderand m
vehicle tires when get heated in the long distance route tend to bust and causedseniages and injuries.
Also, they pointed out that the counterfeits may not be compatible with the gerajioreparts (such as
engine) into which the spares are going to be fixed, hence results into poor prderon damages to the
major parts and possible grounds for accidents.

5. Conclusion

The increasing presence of counterfeited vehicle spare parts in the markets is costinghgnts and
legitimate traders billions of dollars annually in lost revenues. Counterfeit ragdntarket of automotive
components are a growing concern and an expensive problem. Through organised illegitbztand
local supply chains the counterfeited vehicle parts have been able to penetrate everycaosirigygreat
challenges to the legitimate vehicle parts supply chain. Findings established that Sugpmieustomers
trade counterfeited vehicle parts for a number of reasons including priceahffitydand inadequate
awareness. This has resulted to a various effects to the participant in the local supply bresresoients,
high replacement costs and damages reputation. Therefore, it is concluded thataiambogterfeited
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vehicle spare parts has an impact on the local supply chain as the key players (sumtometailers) are
highly affected basing on quality and financial perspectives.

Nonetheless, in order to curb the supply of counterfeits in the country, inttiatives should be
undertaken along with those already done by International Agencies, Tanzania BureawafdStarBS)
and Fair Trade Commission (FTC). The new initiatives should be focused on conductingeaware
campaigns about the situation of vehicle spare parts counterfeit business in the countrgftautsite the
supply chain and to the country’s economy in general. Also, suppliers, retailers and consumers should be
trained or sensitised about intellectual property right, patents rightstlaadliegal or policy issues regarding
counterfeits. Lastly, a light approach of dealing with the problem is to provide disayuptemotions
campaigns from marketers of retailers would help reach potential customers amdsinogers believe that
the price is reasonable and affordable they may become used to purchasingeigatalspare parts and
develop brand loyalty.
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